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AUDITING STANDARDS BOARD (ASB)
Approved Highlights
April 8-9, 2003
Conference Call Meeting
Meeting Attendance
James Gerson, Chair
Jeffery Bryan
Craig Crawford
John Fogarty
Lynford Graham
Auston Johnson
Kenneth Macias
Susan Menelaides
William Messier
Alan Paulus
Stephen Schenbeck
Marc Scoles
Michael Umscheid
Bruce Webb
Carl Williams
AICPA Staff
Chuck Landes, Director, Audit and Attest Standards
Julie Anne Dilley, Technical Manager, Audit and Attest Standards
Gretchen Fischbach, Technical Manager, Audit and Attest Standards
Jane Mancino, Technical Manager, Audit and Attest Standards
Judith Sherinsky, Technical Manager, Audit and Attest Standards
Richard Miller, General Counsel & Secretary, General Counsel and Trial Board
Observers and Other Participants
Joe Bentz, Grant Thornton, LLP
John Brolly, PricewaterhouseCoopers LLP
Dan Dodson, Securities and Exchange Commission
Robert Dohrer, McGladrey & Pullen, LLP
Jonathan Ewert, Prescient
George Fritz, Transition Oversight Staff
Cheryl Hartfield, Practitioner’s Publishing Company
Maria Manasses, Grant Thornton LLP
Howard Meltzer, KPMG LLP
Dave Noonan, Ernst & Young LLP
Johnathan Orkin, PricewaterhouseCoopers LLP
David Penler, Ernst & Young LLP

Dave Peterson, Member of XBRL Task Force
Esmeralda Rodriguez, SEC
Tania Sergott, Deloitte & Touche LLP
Eric Turner, Canadian Institute of Chartered Accountants
Mary Ann White, Practitioner’s Publishing Company
CHAIR AND STAFF REPORTS
J. Gerson and C. Landes provided updates on the recent Audit Issues Task Force meeting and
other matters.
AGENDA ITEMS PRESENTED AT MEETING
Confirmations
Steven L. Schenbeck, Chair of the Confirmations Task Force (task force), led the ASB in a
discussion of an issues paper describing possible revisions to Statement on Auditing Standards
(SAS) No. 67, The Confirmation Process, in response to recommendations in the following
documents:
•. Practice Alert 2003-1, “Audit Confirmations” issued by the AICPA Professional Issues Task
Force.
•. “The Panel on Audit Effectiveness, Report and Recommendations, August 31, 2000”
The ASB recommended that SAS No. 67 be revised to:
•

Clarify the criteria that must be met before an auditor may omit performing alternative
procedures when the auditor has not received a response to a positive confirmation request
(AU sec. 330.31).

•

Address the security of electronically transmitted confirmations, and recommend that the
auditor consider the effect of specialized technology on the security of the confirmation
process.

•

Include the substance of the guidance in AU Section 8505, External Confirmations, of the
International Standards on Auditing (ISA) regarding the auditor’s response when
management requests that the auditor not confirm certain accounts.

•

Include material similar to that in Practice Alert 2003-1 regarding the use of client personnel in
the confirmation process (AU sec. 330.28)

•

Include guidance on situations in which the auditor should consider using accounts payable
confirmations, for example, to confirm commitments and the terms of agreements.
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•

Describe how confirmation with related-parties differs from other confirmations, and when
such confirmation should be used.

•

Articulate more precisely the considerations that should be present to overcome the
requirement to confirm receivables. (AU sec. 330.34).

•

Recognize technological change, recognizing that technology will continue to change. One
nontraditional method of confirming information is for the auditor to access the data base of
a third party with which the audit client does business. Also, in auditing accounts receivable,
some firms use computer assisted audit techniques that enable the auditor to quickly match
subsequent receipts with open invoices.

•

Clarify the circumstances in which the confirmation of the terms of transactions would be
recommended.

•

Clarify how the auditor should proceed if he or she does not expect a response to a
confirmation request. Because of the presumption in SAS No. 67 that the auditor will
confirm, it is not clear what level of expected nonresponse warrants the auditor to conclude
that the use of confirmations would be ineffective.

In addition the ASB recommended that SAS No. 39, Audit Sampling, be revised to clarify
whether the auditor should consider a sample customer as consisting of:
•
•

The balance in accounts receivable for that particular customer, or
All of the individual invoices that comprise the customer’s balance (If an unanswered
confirmation request has an accounts receivable balance consisting of ten unpaid
invoices, and the auditor performs satisfactory alternative procedures on only two of the
ten invoices, how should the results be evaluated? Must the auditor reach a conclusion
regarding every invoice in the sample? If they do not, may they assume that the entire
balance is incorrect? There is substantial variation in practice.)

The task force will revise the issues paper to reflect the ASB’s recommendations.
Using the Work of a Specialist
Michael Umscheid presented this matter to the ASB. The task force is considering the concerns
that various other task forces have expressed regarding the consistency and sufficiency of
auditing guidance on the auditor’s use of the work of specialists. Some of the concerns stem
from the various roles of a specialist (member of the engagement team, consultant to the auditor,
independent [not a related party] consultant to the client, or employee of the client) and the
nature and extent of audit work necessary when the auditor intends to rely on the work of a
specialist. Other concerns relate to the use of specialists in areas that may be very complex, such
as information technology, fair value measurements, and valuations in highly specialized
industries.
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M. Umscheid led the discussion of the issues that the task force had identified. Based on the
ASB discussion, the task force will develop a draft of an SAS that would replace SAS No. 73. In
developing the guidance, the task force will consider expanding and providing more specific
guidance regarding the auditor’s evaluation of the specialist’s work, broadening the definition of
a specialist, providing guidance to help auditors determine when the outside specialist is part of
the audit engagement team. The task force will present the draft SAS to the ASB at its July
meeting.
Consistency
Craig Crawford presented this matter to the ASB. The ASB charged the task force with
reviewing the guidance in AU section 420, Consistency of Application of Generally Accepted
Accounting Principles, which interprets the second standard of reporting, and SAS No. 32,
Adequacy of Disclosure in Financial Statements. Specifically, the task force considered whether
there is a need to continue requiring in the auditor’s report the consistency explanatory paragraph
for changes in accounting principles. Although it requested research relating to this matter, the
research obtained did not address the usefulness of the paragraph to the public. Notwithstanding
the lack of research in this area, the task force recommended to the ASB that it address the
practice issue that exists. That is, accounting firms have found that the trend toward more
mandatory accounting changes increases the consistency “exceptions” in the auditor’s report to
the point that it is not a useful disclosure from a public interest perspective.
C. Crawford presented to the ASB a proposal to eliminate the consistency explanatory paragraph
for all accounting changes because it is not in the public interest. This proposal is based on the
task force’s belief that when there are changes in accounting principles that affect comparability,
the auditor’s consistency explanatory paragraph in effect (a) duplicates the disclosure that
management is already required to make under GAAP and (b) detracts from other explanatory
information that may be included in the auditor’s report and other disclosures or information in
the financial statements that may be more relevant and important to those individuals relying on
the financial statements. ASB members unanimously supported the proposal.
ASB recognizes that some parties may oppose elimination of the paragraph because they believe
the paragraph serves the public interest. Although it disagrees with this position, the ASB
considered an alternative to the proposal to eliminate the consistency explanatory paragraph.
That alternative is to eliminate the consistency explanatory paragraph for mandatory changes
only (in other words, those changes required as a result of new accounting principles).
The ASB does not support retention of the consistency explanatory paragraph. Its leadership will
discuss the proposal to eliminate the consistency explanatory paragraph with the Public
Company Oversight Board before proceeding with the project.
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XBRL: Proposed Interpretation of AU section 550, “Other Information in Documents
Containing Audited Financial Statements”
Paul Penler, chair of the AICPA’s Task Force on Assurance on XBRL Documents, provided an
education session on XBRL for the board. Penler subsequently led the board on a discussion of
the proposed interpretation of AU 550 “Other Information in Documents Containing Audited
Financial Statements.” After a brief discussion the board concluded that the task force should redraft the proposed guidance as an interpretation of AT section 101 of the Attestation Standards.
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